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Chairman's Opening Remarks 

Mr. Lewis. The hearing will come to order. 

Mr. Secretary, let us at the beginning, while we express 
our appreciation for your being with us, there was a conference 
that involved a few minor little things called offsets this 
morning and that has delayed a number of us. It wasn't that Mr. 
Stokes and I were conspiring against you when we walked in 
together . 

Secretary Cuomo. I never imagined such, Mr. Chairman. 

Mr. Stokes. I'm not going to tell if you don't. 

Mr. Lewis. You got it. 

Mr. Secretary, first, thank you very much for being with us 
this morning. These are very difficult times for all of us, and 
particularly as we look at our efforts to think through where 
we have been with the Department of Housing and Urban 
Development and where we should be going. I think we have many 
levels of exchange as well as questions to ask each other, and 
this is the beginning point of that for this year, in a formal 
way, at any rate. 

So starting out, HUD has proposed a budget which envisions 
significant increases in almost every program. The request of 
$25 billion is contingent upon a number of savings offsets 
which add up to about $4.6 billion. Many of those offsets 
require legislation that could be rather controversial. 

In addition to that, the request proposes a decrease for 
the elderly and disabled. This is not unusual. I have yet to 
see a President who did not propose reductions in programs they 
obviously know the Congress will increase, so that they could 
put money in other accounts where they anticipate possible 
decreases. But, nonetheless, it is a piece of the dance that we 
are about here. 

It is important that we, as early as possible, start 
dealing with the real figures. And so in reality the HUD 
request is closer to $30 billion, which would reflect a $6 
billion increase over 1998. No doubt we will be discussing 
these increases not just in the course of the hearing but, as I 
have indicated, at other levels of communication as well. 

In addition to all this, HUD is undergoing a huge 
reorganization of its staff and its offices. As you know, Mr. 
Secretary, in 1995, about the time I was surprised to have this 
job. Congress was about challenging HUD to reevaluate the way 
it conducts its business or perhaps to face dissolution. 

There were a number of people around this town who for a 
number of years suggested that perhaps the people we purport to 
serve out there in the communities might be better off if we 
didn't have a HUD, setting aside the question of how much of 
that money we spend on that bureaucracy itself. Major 
programmatic reforms were enacted through the appropriations 
process, paving the way for programs to become more flexible 
and more efficient. We have worked together in connection with 
many of those things. 

As a consequence, you proposed and are now implementing a 
major reorganization of HUD's huge Federal bureaucracy. Let me 
say that I feel very strongly about the need for that 



redirection and reorganization, and I also feel very positively 
about the Secretary in terms of his commitment to that effort. 

These issues have nothing to do with what is the dance on 
our floor when you are talking about real services for real 
people who have real needs. And so I am very appreciative of 
that level of work. 

HUD's mission is to provide as many affordable housing 
opportunities to people as possible, and to assist communities 
in creating strong and stable economic bases. These missions 
can be met only if the Department is administratively and 
programmatically more efficient. 

Your attempt to reorganize HUD, as I have said, is 
certainly taking us down a pathway that is a new direction. 
Reorganizations are not easy. They are not simple but not easy, 
either. They are unsettling for people who work at HUD and for 
the beneficiaries of HUD's programs. 

But, similarly, reorganizing programs and personnel can 
lead to very positive outcomes, especially when all 
stakeholders buy into the thought that that change isimportant. 
And for HUD, positive outcomes are imperative. 

The programs must become more performance-driven rather 
than process-driven. Grants must be leveraged with more outside 
funds. Red tape must make way for flexible programs that 
require accountability, and outdated and ineffective financial 
systems must be replaced with systems that allow the taxpayer 
to know where and how their money is being spent. 

When these steps are taken, the people who should benefit 
from HUD's programs will benefit from those programs. A 
successful reorganization will also lead to increased 
credibility for HUD to press forward with new policy agendas. 

In this regard I am pleased HUD followed the 
recommendations of this subcommittee to explore the application 
of advanced building technologies to the construction and 
rehabilitation of homes. As the country's leading housing 
agency, HUD should lead the effort to utilize new and advanced 
technologies in the construction trades. 

During today and tomorrow this subcommittee will consider 
these topics and a host of others, from the FHA loan limitation 
debate and the mission of the FHA single-family program, to 
Section 8 rental programs, its renewal needs and its excesses. 
Section 8, to say the least, provides a challenge for all of 
us . 

I wanted to mention in a formal way, Mr. Secretary, that 
there probably has not been a Member of the House who has spent 
more energy in his career attempting to impact housing 
programs, and made a commitment to especially home ownership 
opportunity for the poorest of the poor, than my colleague 
Louis Stokes. As you know. Congressman Stokes has chosen not to 
seek reelection, but I wouldn't want his commitment in this 
subject area to go unnoticed in a formal way. 

So with that, Mr. Secretary, it is my privilege to call 
upon Louis Stokes. 


Opening Remarks From Mr. Stokes 

Mr. Stokes. Thank you very much, Mr. Chairman, and I very 
much appreciate your very kind and warm remarks. 



Mr. Secretary, I certainly want to join the Chairman in 
welcoming you before our subcommittee for your second year in a 
row. Before I make my formal statement, I want to take just a 
moment to thank you once again for your recent visit to 
Cleveland, Ohio. It was time we were given a full Empowerment 
Zone grant from the Department. You and Vice President A1 Gore 
made a great hit in our city, and I want you to know that the 
citizens of my congressional district are deeply appreciative 
of the consideration that has been given our city in that 
respect . 

Secretary Cuomo. Thank you. Congressman. The pleasure was 
mine . 

Mr. Stokes. Mr. Secretary, you are to be commended for the 
budget you have put forth for fiscal year 1999. While I do not 
agree with everything in that budget, I do agree with a great 
many things that it does contain. 

The 1999 HUD budget tries to address some of the most 
serious problems facing urban America, problems such as the 
urgent need for more affordable housing, the lagging economic 
growth in many of our central cities, the need to increase home 
ownership among minorities and women and inner city residents, 
and the continuing problem of housing discrimination. The steps 
you propose are modest ones, especially relative to the need, 
but they do seem to be steps in the right direction and worthy 
of this subcommittee's serious consideration. 

I also think that you are to be commended for your emphasis 
on improving management at HUD and combatting fraud and abuse 
in HUD programs. I look forward to hearing more about the 
status of those efforts and whether they are beginning to show 
positive results. 

Needless to say, this subcommittee will once again be 
operating under some fairly tight fiscal constraints, but I do 
hope we will be able to give support to at least some of the 
initiatives that are being proposed in your new HUD budget. I 
look forward to your testimony this morning and the opportunity 
to be able to pose some questions to you relative to various 
parts of your budget. Again, I welcome you. 

Secretary Cuomo. Thank you. 

Mr. Stokes. Thank you, Mr. Chairman. 

Mr. Lewis. Thank you, Mr. Stokes. 

Mr. Secretary, we are used to having, especially in this 
room, people come armed with all kinds of support sitting 
around them at the table. I have noted your pattern in the past 
and am appreciative of that. I do see an army out in the 
audience. Just would you all presume that you have been 
introduced, and in the meantime, Mr. Secretary, your entire 
statement will be included in the record, and you can proceed 
as you wish. 


Secretary Cuomo ' s Opening Remarks 

Secretary Cuomo. Thank you very much. Thank you very much, 
Mr. Chairman, for the kind remarks, and let me second much of 
the sentiment in your opening statement. I think your 
perspective on the Department is exactly right. I would also 
like to thank the Ranking Member for his good assistance and 
leadership this past year. He is going to be a tremendous loss 



to the committee, as the Chairman pointed out, and he is going 
to be a loss to the Department. His stewardship and friendship 
has been a valuable asset for all of us at the Department, and 
I would like to thank him for that. 

Mr. Stokes. Thank you very much. 

Secretary Cuomo. Mr. Chairman, I would also like to thank 
the Committee staff who has been excellent to work with over 
this past year. The progress the Department has made has been 
due to the good work of this Committee. Any legislative 
advancements we have made have been done by this Committee, and 
I can't thank you enough for that. 

As you pointed out, we have the full team here from HUD. We 
want to make sure that we can answer any questions that you 
might have, and then some, so we have a very full 
representation from the Department. I won't go through the 
whole list, but suffice it to say I am sure during the course 
of today and tomorrow, you will have a chance to meet most of 
the senior officials, and I am looking forward to that. 

We have a quick presentation that we thought would be 
helpful to give an overview, a context for where we are with 
the Department, Mr. Chairman, before we get on with specific 
questions . 


progress of hud reforms 

In 1997, the mandate was clear, as you pointed out: Fix the 
Department of Housing and Urban Development. We heard you when 
you spoke about the management and the deficiencies therein. We 
heard you specifically, Mr. Chairman, when you said, and I 
quote, ''It seems to me that HUD is at a crossroads. Either it 
can continue down the same path, or it can change directions 
and recreate itself into an effective agency. ' ' We chose the 
path that said ' 'effective agency. 1 ' 

We had a two-step process, if you will, to simplify our 
overall strategic goals. Step one was to clean HUD's ownhouse. 

Before we can go out and build homes, provide homes for other 
Americans, we had to clean our own house, get our management house in 
order. Step two was then getting back into the mission of the 
Department, getting back into the housing business. 

On step one, we have done an extraordinary amount of work, 

I think any objective source would say, on the management. The 
Department today is smaller and better than it was this time 
last year. The work force is down to about 9,000. We have a 
phased downsizing plan that can get us to 7,500 or thereabouts 
in the year 2002. We would need legislative changes to 
consolidate programs to do that. But we have a HUD today at 
about 9,000 people that is better and stronger than it has ever 
been, and a plan to get us to the 7,500. 

We have done a tremendous amount on waste, fraud and abuse. 

We announced about a year ago, Mr. Chairman, what we called the 
zero tolerance for waste, fraud and abuse campaign. We did that 
with the Attorney General, and we brought in the FBI under 
Director Freeh, and set up a special unit. There has been a 325 
percent increase in debarments. Debarments are when we find a 
bad landlord, we have a bad relationship, we are not getting 
the product that we contracted for. Again, there has been a 325 
percent increase in debarments. 



And people will tell you that there is a new culture about 
the Department and a new feeling in the industry, where 
landlords and owners know that we are going to enforce these 
contracts. And we believe that they are living up to the 
contracts in expectation of that enforcement at a higher rate 
than ever before. 

We are about to commence the first national evaluation of 
our portfolio. We own public housing projects. We have single 
family, multifamily projects. We have never had before a 
national inspection and evaluation system. We now will have a 
system where we will physically inspect all the properties, 
financially inspect all the properties, and be able to rate our 
portfolio, rank our portfolio for the first time ever. 

We are also getting our financial house in order. We had 89 
separate financial management systems, which would have been 
bad enough except the 89 systems didn't talk to each other, so 
we couldn't come up with a consolidated balance sheet. We are 
working through the integration of those systems. 

We have a new focus on the Department where we say we have 
two jobs. One is to maintain and restore the public trust, make 
sure we administer the tax dollar well, and the second is to 
facilitate community-based redevelopment plans. And we have a 
new talent, a new expertise we call community builders to do 
that facilitation, to do that intervention with the community. 

And we have had a technology revolution at the Department, 
using the Internet, using new forms of technology to interface 
with the customer, kiosks, Internet transmissions so we can 
inform the customer, the neighborhood resident, of what we are 
doing without them having to come down to the Department. You 
have before you some of the samples of the software. In the 
mapping software, where we have mapped all of the HUD projects 
across the country in a database, you can see exactly where the 
taxpayer dollars are going. 

That was all step one. That was cleaning up HUD. 

booz alien report 

The question then became, about January, how do we get a 
good assessment of where we actually are in this management 
reform and the management transition? And we had a number of 
reports out there, some at odds, variance, to be sure. GAO had 
an opinion, the IG had an opinion, the Department had an 
opinion. And at that time, we talked about getting an 
independent, objective, credible evaluation of where we were 
with the management, the staffing, et cetera. 

I said to this Committee in January that we would go out 
and contract with Booz Allen, have Booz Allen come in, review 
everything we were doing, and report back. The report we are 
proud to issue today, Mr. Chairman, first, we are pleased to 
have gotten it done because we spoke to the Committee about it, 
and we are pleased to have gotten it done on a timely basis. We 
are also pleased with the results of the Booz Allen report, 
which was very favorable to the status of the reorganization. 

The summary quote, if you would, and I quote on page 11 of 
the report, ''HUD appears to have an excellent vision for the 
new HUD, and in early 1998 appears to have made significant 
progress towards achieving the many management reforms that are 



critical to making the Department function effectively.'' 

The report goes through the entire reorganization. It talks 
about the establishment of the enforcement and assessment 
centers which are at the hub of our evaluation system. 

Mr. Lewis. Mr. Secretary, if I could just interrupt you at 
that point. 

Secretary Cuomo. Yes. 

Mr. Lewis. The report has just come in--at least to our 
office, so we haven't had a chance to really look at it in 
depth. To say the least, there will be some review between 
today and tomorrow, but frankly I don't want us to have a 24- 
hour review that says to us, ''Let's find out where we can 
criticize or they criticize so we can dwell on that. ' ' I am not 
sure that would be constructive. So we may want to find other 
mechanisms for us, in smaller committee form or whatever, to 
sit down and discuss that report with you. 

Secretary Cuomo. It would be our pleasure, Mr. Chairman. 

But you will see, when we do go through the report, it is very 
comprehensive. It talks about the new centralized functions; 
the restructuring of the management processes; the retraining 
of staff which we have made a priority, getting the skills 
among our work force; development of information and management 
systems; and the design and establishment of the new internal 
controls . 

The report also speaks about the staffing plan, which is 
what we had discussed back in January. We were talking about 
possible locations and there was a discussion of where those 
locations should be. They basically say that by the current 
plan, anticipating again the legislative changes that we have 
discussed, we would have approximately 7,700 employees in the 
year 2002. We estimated about 7,500 in the year 2002, but there 
is going to be a lot of changes between now and then. 

1999 budget themes 

That was all step one. Your priority, our priority, making 
the Department work. And I think the Committee's salutation 
last year was exactly right: Fix HUD, and then we will talk 
about doing more and good things that need to be done in the 
community. We believe, given the progress we have made the 
first year, we can now start that dialogue about getting back 
into the business of HUD and getting back into the business of 
the communities. 

There are two themes in this 1999 Budget, which as 
theChairman pointed out, is an aggressive budget and a comprehensively 
aggressive budget. 

First is housing and homeownership . We want to get back 
into the housing business. We are essentially out of the 
housing business as a Nation. We have a chart that is going to 
point that out, but we are the Department of Housing, one 
caveat: We don't produce any housing. 

The second point is, that runs through the Budget, putting 
the ''UD' ' back in HUD, the urban development. At one time, HUD 
as very active in economic development. The old UDAG program 
did phenomenal things in cities and distressed communities all 
across the country. HUD has lost that capacity over the years, 
and we think we need it now more than ever, even with this 



strong economy, making sure we are getting jobs back in cities. 

On the first point, Mr. Chairman, on the economic 
development side, the economy is going very, very well with 15 
million new jobs. But if you look at where those jobs are being 
created, only 13 percent of those jobs are being created in 
central cities. The overwhelming majority of the jobs are being 
created in suburban and rural America. 

That situation is compounded when you look at the 
challenges of welfare reform. We have tens of thousands of 
people coming off welfare in the next few years. Most of those 
people are in central cities. The question is, where are the 
jobs going to be for people coming off welfare? Welfare reform 
was not about kicking people off assistance. It was helping 
people to independence. 

There was a story in the Washington Post and in the New 
York Times yesterday, that took me aback, that said some of the 
numbers are starting to say we are not getting people into jobs 
coming off welfare. Recipients are reaching the sanction, they 
are reaching the time limit, and they are being kicked off but 
they are not being put into jobs. When you look at the job 
disparity between city and suburbs, we are saying we have to 
start to work with cities to create those jobs back in cities. 

The City of Philadelphia, for example, which has done 
extraordinary work over these past few years with Mayor Ed 
Rendell, in the strongest economy in history, the City of 
Philadelphia still lost 600 jobs over the past 2 years. The 
City of Philadelphia needs 50,000 jobs for people coming off 
welfare. It is hard for one to imagine how these numbers are 
going to add up. Detroit is in the same case. St. Louis is in 
the same case as well as other cities all across the Nation. 
That is why we want to get back into the economic development 
business, Mr. Chairman. 

On the housing side the story is even more stark. If you 
look at what we have done as a Nation, we have produced 
hundreds of thousands of units every year of affordable 
housing. In 1978, 300,000 units; 200,000 units; going back as 
far as they kept numbers, we always produced more units than we 
lost with the Section 8 program, public housing program, et 
cetera . 

Every year in history, recession, strong economy, forget 
the politics. Democrat, Republican, as a President and as a 
Congress, every year we produced more housing until 1996. In 
1996, for the first year since they kept numbers, production 
went to a net negative, and we now actually lose more units of 
affordable housing every year than we produce. That is going to 
be our legacy as a housing department. That was in 1996, 1997, 
1998. 

Maybe you could argue, well, the economy was going so well 
you didn't have to produce units because the private sector was 
doing it, and there would be no need for Government to do it if 
the private sector was. Actually, the reverse is true. The need 
for affordable housing, as documented by what is called the 
'worst case housing needs, 11 is 5.3 million families, the 
highest need since they have been keeping numbers. 

So the two facts that are coincident, number one, 
production is at its lowest, and number two, the need is at its 
highest. That in a nutshell is the story of housing in this 



Nation, and the story that we want to change in this 1999 
Budget . 

Horaeownership — we have done extraordinary things in the 
area of homeownership as a Nation. The homeownership rate is at 
its highest in history, 66 percent, but still, Mr. Chairman, we 
have a significant gap in homeownership between cities and 
suburbs and among different racial groups. 

In the suburbs, the homeownership rate is 73 percent; in 
cities, it is 49 percent. Homeownership among whites is 71 
percent; homeownership among households headed by women is 51 
percent; households among African Americans is 43 percent; 
Hispanics, 41 percent. We also have to do something to address 
those disparities, and that is where the FHA comes in and comes 
in in a big way. 


1999 budget highlights 

To recap the highlights of our budget, on the housing and 
homeownership side we want to increase the homeless assistance 
$327 million. The homeless programs are working, Mr. Chairman. 

Any community across the country will tell you that. We have a 
new approach, continuum of care. It is about devolution, it is 
about turning back to the communities. We want to invest in 
those programs that are working. 

For the public housing program we are now at 100 percent of 
operating expenses in our Budget for the first time in many 
years. Normally we have given public housing a fraction of what 
they need to operate. This year we are at the full operating 
subsidies level. 

We have a proposal to increase the HOME program and create 
a HOME bank which would allow a local government to leverage up 
to five times its annual HOME amount. It would get a big boost 
in money for affordable housing without actually costing us any 
more money, by allowing the local government to borrow against 
its future home funds. 

We would like to raise the FHA loan limits, as the 
Committee knows. We think that would be the most dramatic way 
to help homeownership among cities and minorities and it 
actually makes the taxpayer money. Our FHA loan limit increase 
proposal, increases the FHA loan limits, gets more people homes 
and makes the taxpayer money, so it is a win-win situation in 
our opinion. 

We also seek to increase the fair housing budget. There is 
still discrimination which is very much alive and well in the 
housing industry. There is a report in the newspaper today that 
documents it again in this area. The discrimination has now 
been institutionalized, and we want to be very aggressive, 
pursuant to the President's ''one America' 1 initiative, in 
rooting it out. 

On the urban development side, the economic development 
side, Mr. Chairman, we are proposing $400 million for the 
Community Empowerment Fund, which is basically an extension of 
our EDI program, EconomicDevelopment Initiative. That is a 
program, Mr. Chairman, that helps mayors create jobs, and that is what 
every mayor wants, especially in light of welfare reform, especially in 
the way the normal economy is moving and the disparity in urban job 
creation . 



We are asking for 50,000 welf are-to-work vouchers. 
Understanding that we are not going to be able to create all 
the jobs we need in cities, let's start thinking about mobility 
strategies where we can take the family on welfare and move 
them closer to the job. That is what we would do with the 
welf are-to-work vouchers. 

We are proposing an increase of the CDBG program, which is 
a well-proven institutional strength of the Department. 

The budget proposes to double the amount of money for 
Brownfields from $25 million to $50 million. Last year, the 
number one priority of the United States Conference of Mayors 
was to fight brownfields. What is happening in a lot of the 
cities is you can't redevelop the land because there is a toxic 
stain, and we need funds to clean it up so we can actually get 
those new businesses in, and that is the Brownfields 
initiative. We would double it from $25 million to $50 million, 
which is still, Mr. Chairman, a drop in the bucket on need. 

This need would be in the hundreds of millions of dollars. 

And for regionalism, we propose $100 million. If there is 
an overall context that these initiatives are going to have to 
take place in, it is a regional context. We have been talking 
about it for years. It is truer now than ever before, but we 
have never done anything about it. We have never actually made 
it happen. We have to get the cities and the counties working 
together. We have to get the metropolitan areas working 
together . 

And we want to start a program in HUD through a set-aside 
of CDBG, $100 million, where we make awards to those local 
governments that are working cooperatively. If we have the City 
of Cleveland and they are doing cooperative planning with the 
Cuyahoga County and they have a metropolitan plan, let's reward 
those types of partnerships and relationships. We have to get 
past those boundaries between cities and counties. We want to 
do that affirmatively. 

That is our Budget, Mr. Chairman. Two final comments, if I 
might, on recent developments that the Chairman referred to. 

opposition of section 8 offset 

First on the House action of yesterday, the $1.9 billion, I 
would like to quote from a letter that Frank Raines has sent to 
Chairman Bob Livingston, with the Committee's permission: 

''The Administration would vigorously oppose an amendment 
that requires offsets for this emergency legislation. 

Supporting our troops in the field and providing assistance to 
victims of natural disasters at home both clearly fall in the 
category of needs that ought to be met through emergency 
legislation. Therefore, they clearly deserve to be funded 
quickly, fully, and without additional offsets. 

'Any legislation requiring additional offsets could force 
unacceptable reductions in important domestic programs. In 
addition, any amendment that would finance defense requirements 
with reductions in domestic programs would be a breach of the 
firewalls, and that would violate both the letter and the 
spirit of last year's bipartisan agreement.'' 

Mr. Chairman, when the letter speaks to sacrifice of 
important domestic programs, the $1.9 billion which has been 



taken from the Section 8 program, if that is not replaced, 

210,000 families could lose Section 8 assistance--2 1 0 , 000 
families. And these families, Mr. Chairman, as you know well, 
if they lost that Section 8 assistance, they could literally be 
homeless . 

So the Administration is fully supportive of the goals of 
the supplemental, but feels equally strongly that we did not 
require an offset, the law does not require an offset, and to 
jeopardize the well-being of 210,000 families as a financial 
measure we disagree with strongly. 

reduction in section 202 funding 

The second point that the Chairman raised which is very 
well taken, the glaring difference in the HUD Budget between 
the preliminary impression of this Committee and the Budget we 
submitted is that our Budget reduced the amount for the senior 
housing, the 202 program, Mr. Chairman. If there is one 
difference between us in our approach, that is it, the best I 
can determine, and I look forward to the discussion of the 
other differences. But if I had to pick out at this point a 
glaring difference, I would say it is the 202 program. 

The 202 program, interestingly, could be funded by funds 
that have been identified in a GAO report which has been 
submitted to the committee this day, where GAO says they have 
looked at our books and our accounting. As the Chairman knows, 
we are doing significant management work and reform work and 
financial work, and as we do more financial work, we are 
tightening up our books and we are actually freeing up more 
money . 

GAO comes in and says they believe that there is $691 
million from what is called the Mod Rehab program that they 
believe could be available for this year, and that would be in 
addition to what we have discussed thus far. Mr. Chairman, that 
$691 million could go to restore the 202 program and then some. 

So the glaring difference, the 202, might at the end of the day 
not be that big a difference between the committee's point of 
view and the HUD budget submitted. 

I also understand, Mr. Chairman, the overall context and 
the challenge of the $1.9 billion, as well as the overall 
allocation. But just within the HUD budget sphere, if youwill, 
given what we now know from GAO, we would be able to make that Budget 
whole. I think that is, while there is a lot between today and final 
passage, I think it gets us off on a very good footing. 

I want to thank the Committee for the time to make that 
presentation. I want to thank you again for all the great work 
we have done together over this past year. I look forward to a 
good discussion on the Budget this year and an even better 
upcoming year. 

Thank you, Mr. Chairman. 

[The information follows:] 


[Pages 12 - 32--The official Committee record contains additional material here.] 



use of section 8 reserves for offsets 


Mr. Lewis. Thank you very much, Mr. Secretary. 

I appreciate the number of members who are in attendance at 
this point. It is an indication of the importance the Committee 
holds the work of the Department. 

I was afraid for a moment there that you weren't going to 
mention the developments of yesterday in your formal statement. 
On the other hand, I was sure you wouldn't really disappoint 
me . 

Let me say I want to move quickly from my point of view in 
terms of time to home ownership and FHA. Before going to that, 
let me say that the use of excess reserves under Section 8 as 
an offset is an item that I discussed in public as well as 
private meeting yesterday, and have some concern about as well. 

I am assured that for the remainder of the 1998 fiscal 
year, that there are reserves that will allow us to go forward 
with the programming needs as it relates to Section 8. There is 
not any question that there is a problem that looms further 
beyond that point. 

Of course that is not a new thing to you and I, for it was 
this committee that began as much as three years ago screaming 
about the need to pay attention to Section 8. But when you have 
a convenient pool of money that doesn't appear to be absolutely 
required at this moment, and you are in the business of having 
a new experience with offsets, offsets essentially saying that 
if we are going to commit to spending increases in X or Y 
category, we are going to say to everybody, where are the 
monies going to come from, whether it is from the taxpayer or 
whether it is from other spending reductions or what. 

Offsets are the new order, and perhaps not a bad order in 
the sense that we really do need, as you were talking about 
cleaning up HUD, we are talking about maybe cleaning up first 
Congress and then the Federal Government in terms of what we do 
with people's dollars. So it is a beginning point of a very, 
very serious reexamination of the way we have been doing 
business across the government, not just in HUD. 

There is no doubt that we have a challenge and a problem 
with Section 8 that is a huge challenge. We began the fix last 
year. I personally have a commitment from the leadership at the 
highest level through the appropriations process that those 
funds will be available. But the challenge to the rest of 
Congress to provide other sources of offset, if you will, is 
going to be a very interesting and serious test indeed. 

increasing fha loan limit 

Moving from there, however, the justifications submitted by 
HUD stated a goal of increasing the proportion of units in 
multifamily rental projects insured by FHA that are affordable 
to households with incomes below 60 percent of area median 
income. How? Will this require additional subsidies for 
financing? If so, where will those subsidies be found? 

Secretary Cuomo. Mr. Chairman, if the Committee allows, I 
would like to ask Richard Keevey to join us at this time. He is 
the Chief Financial Officer for the Department. 

Mr. Lewis. Mr. Keevey. 



A minor little question, Mr. Keevey, how? 

Mr. Keevey. Good question, Mr. Chairman, could you repeat 
it, please? 

Mr. Lewis. Yes, I would be happy to. The justification 
indicates that we want to increase the rental projects insured 
by FHA for those lower income people. How will we increase and 
will this require additional subsidies for financing and, if 
so, where will these subsidies come from? 

Mr. Keevey. The performance indicator you are referring to 
deals with increasing the proportion of families living in FHA- 
insured projects whose income are below 60 percent of area 
media. As such, the subsidy rate of $81 million requested 
encompasses the need to increase these rental units. 

Mr. Lewis. And the $81 million credit subsidy will provide 
for the expansion that you are talking about? 

Mr. Keevey. Yes, sir. 

Mr. Lewis. HUD requested an increase in the FHA loan limits 
to the Fannie Mae and Freddie conforming loan limit. 

Effectively this request means that FHA single family loan 
limit will be raised from $170,362 in high cost areas and 
$86,317 in low cost areas to one nationwide limit of $227,150. 

The Administration estimates the proposal will generate 
approximately $212 million in savings offsets. Concerns have 
been expressed that increasing the loan limits will give FHA an 
unfair advantage of the market place and will enable it to 
compete inappropriately with the private sector. Will 
increasing the loan limits result in less business for mortgage 
insurance companies? 

Secretary Cuomo. No, it will not, Mr. Chairman. What it 
will do is it will allow more people to qualify for home 
ownership. The way FHA works in many ways defies the charge 
that it could possibly compete with the private sector. If you 
believe in the market place then let the market place work. FHA 
charges a higher premium for its mortgage insurance than any 
private company. If you believe in the market place then why 
would any one go to FHA and pay a higher premium if they could 
get a private mortgage? 

They would not. That is the concept of the market place and 
that is why I do not see how the private sector companies can 
argue that there is a competition because it defies the basic 
point of the market place. 

What it will do, however, is it will allow people who would 
not qualify otherwise to get an FHA mortgage and then buy a 
home. The support for this proposal, Mr. Chairman, is from the 
groups who would only support a proposal which generated 
additional home buying, the home builders supportthe proposal. 

Why? Because they will build more homes. The mortgage brokers. Why 
Because they will make more mortgages. 

So, we are trying to increase the net number of people who 
will be eligible for homeownership and who will buy homes. That 
is good for the economy, that is good for neighborhoods, that 
is good for the families who own the homes and it is good for 
the taxpayers. This is a proposal that makes money for the 
taxpayers and gets more people homes. So, we consider it a win- 
win . 


gses concerns over fha limit increase 



Mr. Lewis. Why then, Mr. Secretary, are the Government- 
sponsored entities, Fannie Mae and Freddie Mac concerned that 
their business will be adversely impacted by such a proposal? 

Secretary Cuomo. Obviously, Mr. Chairman, I would not want 
to speak for them but if one were to say there is some risk 
that there might be a 

Mr. Lewis. Just give us a guesstimate. 

Secretary Cuomo. Well, if I had to hypothesize, if one were 
to think that FHA might make a mortgage that would otherwise go 
to a private company that might concern the GSEs because they 
do not do the secondary market on FHA loans. Ginnie Mae does 
the secondary market on FHA loans. The GSEs only do the 
secondary market on a private loan. 

So, if there was any loss, whatsoever, from FHA to a 
private company then that could be theoretically a loss to the 
GSEs. But their position, again, I do not want to speak for 
them, Mr. Chairman, they are very capable of speaking for 
themselves, but that would be my guess at the situation. 

Mr. Lewis. Surely Fannie and Freddie differ from the FHA 
market, different in more ways than that which you outline. As 
you suggested the market place will work and if it is going to 
cost more in terms of X or Y to go to an FHA facility then 
another avenue, the market place would affect that. 

Why? How do they differ further than just that which you 
have outlined? 

Secretary Cuomo. FHA charges a higher premium. FHA takes a 
person with what would be apparently a more risky credit 
history than a private company would. FHA allows a lower down 
payment loan. And that is why FHA winds up making home buying 
possible for people who the private market could not serve. 

FHA requires a lower down payment, will work with 
individuals with somewhat riskier credit history, and is 
willing to work with the buyer to figure out how to make the 
finances work and what kind of house they can get into. We have 
homeownership counseling programs. So, there is a cooperative 
relationship also. 


fha fees 

Mr. Lewis. You know, Mr. Secretary, to take you and I to 
the edge of the very delicate and dif f icult--FHA charges a 
higher premium. FHA also pays a higher fee which attracts 
people who are helping to find loans for people sometimes to 
the market place in a different way. 

Now, this is ancient history and the rules and the process 
have changed a bit. But I can remember when I personally bought 
my first house but I had spent a little time in another market 
place and I considered an FHA loan. I remember they required 
that we put cement down on the edge of the lawn and there were 
a lot of costs involved that were beyond that. And I said, I do 
not want to do all that stuff. So, I went to another market. 

But if I had been in a little bit of a different category I 
might not have been able to go to another market. 

What role do the fees play to maybe distort the market 
place and should we be considering--this is not the policy 
committee--but should we at least consider those differences 



that affect especially those low-income people who seeking 
mortgages? 

Secretary Cuomo. Well, the FHA has certain requirements 
about the construction and safety and soundness of the home 
which we think are good requirements. They are good for the 
home buyer to make sure they are getting a quality home, a home 
that is going to stand the test of time and so that they do not 
have a problematic situation where they bought a house that is 
structurally unsafe and they have to pay a mortgage now but the 
house is uninhabitable. 

So, the FHA does have some standards, Mr. Chairman, but I 
think far and away the standards serve the home buyer well and 
the nation well by having a quality housing stock out there. 

And there has been some suggestion that because Ginnie Mae pays 
a higher fee there may be an incentive for people to ''steer' ' 
towards Ginnie Mae. I do not believe there is any evidence, 
whatsoever, that would back that up. 

I do not believe that mortgage brokers do that. And, again, 
I believe in the market place, Mr. Chairman, and I believe in 
private sector companies and if you had a broker who was 
steering people to FHA when it was not in their best interest 
the market place would catch up with that person and the word 
would get out and that person would no longer be in a position 
to do business. 

So, I believe FHA's strongest argument is actually the 
market place. You would not go to FHA that charges a higher 
premium unless you had no other options. A person who would 
steer against the best interest of their client and customer is 
a person who is going to be out of business, the market place 
will make sure of it. 

increase in fha limits and market shares 

Mr. Lewis. I would like to make one more point before 
yielding to my colleague. I am taking more time than I should 
here, but this whole subject area is very important to the 
decisions we will be making in the months ahead. 

Statutorily, lenders who originate an FHA insured mortgage 
receive 44 of 50 basis points for servicing fees associated 
with FHA insured origination. The fee exceeds the private 
sector where the fee is between 20 and 26 basis points 
depending upon the risks connected with the loan. 

How many times have the FHA loan limits increased in the 
last 10 years and when the limits increased did FHA's market 
share increase? And, conversely, did the private market share 
decrease? 

Secretary Cuomo. We will get you the numbers on the market 
share. I am going to ask Kevin Chavers to join me, Mr. 

Chairman. But on your point about the Ginnie Mae fee. That 
references back to the point I was discussing earlier where one 
of the arguments and opposition is, well, since Ginnie Mae pays 
a higher fee it may steer people to FHA. That suggests that 
mortgage brokers are not acting in the best interest of their 
client. I reject that as a premise, as someone who works with 
mortgage brokers, we do a lot of work with the industry, I do 
not believe it. It has not been any experience that I have 
seen. And there is no evidence that anyone can point to that 



says that is the case. 

Ask anyone who raises--give me one piece of hard evidence 
rather than supposition. Again, these are private sector 
companies that would be raising it. It defies the concept of 
the market place. 

Basically what it is saying is that you have a broker who 
is steering people to a financial institution which is contrary 
to their best interests. Well, then if the market place works 
that will be a person out of business because the word will get 
out and I do not believe it could be sustained over any period 
of time. There is no evidence to suggest it whatsoever and, 
experientially, we have no reason to believe it is true. 

But on the specific question about the share of the market, 
I will ask Mr. Chavers from Ginnie Mae. 

Mr. Lewis. Mr. Chavers. 

Mr. Chavers. Good morning, Mr. Chairman. 

I would just like to point out one clarification. The 
comparison of the role of Fannie and Freddie as compared to 
that of Ginnie Mae is not completely accurate. Indeed, it is 
apples and oranges. Ginnie Mae acts as a guarantor of 
securities, not an issuer and not a purchaser of the loans as 
Fannie and Freddie does. 

As a consequence, the role that Ginnie Mae plays is 
slightly different and the role that the lender plays is 
slightly different than that of Fannie and Freddie. 

In the Ginnie Mae program the lender takes on the risk of 
passing through payments to investors whether they receive them 
from the underlying borrowers or not. As a consequence, there 
is a slightly lower guarantee fee that we charge or, in the 
converse, a higher servicing fee to the lender to compensate 
the lender for that additional risk. 

The other additional role that the FHA/Ginnie Mae historic 
marriage has facilitated, is that of being in all markets at 
all times, notwithstanding, the prevailing economic conditions 
around the country. As we would expect, private sector 
participants make rational economic decisions to leave certain 
markets during economic downturns. 

A prime example would be during the oil patch economic 
downturn of the early 1980s where private sector mortgage 
insurers left that market because of the risk involved. FHA and 
Ginnie Mae remained in those markets to ensure stability in 
those markets. So, it is a slightly different comparison, Mr. 
Chairman . 

Mr. Lewis. I am still interested in the answer to the 
question, how many times have FHA loan limits increased in the 
last 10 years; and when the limits were increased, did FHA's 
market share increase or decrease relatively? 

Secretary Cuomo. Since 1977, Mr. Chairman, the loan limit 
for FHA has been indexed to the GSEs. The last time the loan 
limit increased was 1994 where there was an adjustment for the 
floor and an indexing for the floor. 

Going beyond that, I am going to have to get you that 
information, Mr. Chairman, we do not have it right now. But I 
think what the Chairman is getting at--and I can give you this 
number--since 1992, even as the high cost area loan limit 
increased from 124 to 170, the share of FHA insured mortgages 
going to low-income borrowers went from 15 percent to 20 



percent . 

Over the same time period, first-time borrowers accounted 
for an increasing share of FHA activity going from 65 to 75. 

So, when the loan limits went up, the low-income percentages of 
FHA went up as did first-time home buying go up. Between 1992 
and 1996, FHA's floor, the lower level, increased from 67 to 78 
and its high cost ceiling increased from 124 to 155. 

Mr. Lewis. All right. If you would expand on that for the 
record, because that is important material to all of us. 

[The information follows:] 

Question. How many times have loan limits increased in the past 10 
years? When they did, did FHA's market share increase and did private 
market share decrease? 

Answer. Congress establishes limits on the loan amounts that FHA 
can insure. The limits include a ''floor, 1 1 the base limit that 
generally applies across the country; and a ''ceiling, 11 or an upper 
limit for high-cost areas. Between the ceiling and the floor, FHA can 
set FHA limits for specific areas based on area median home sales 
prices . 

During the 1980s, the floor stood at $67,500, and the ceiling was 
$124,875. Effective December 1992, Congress raised the high-cost area 
ceiling to $151,725. In the fall of 1994, Congress indexed the floor to 
38 percent of the conforming loan limit, raising the floor to $77,197. 
In addition. Congress indexed the ceiling to 75 percent of the 
conforming loan limit, raising the ceiling to $152,362. 

In December 1996, the conforming loan limit increased slightly; the 
FHA floor and ceiling adjusted based on that increase to $81,548 and 
$160,950 respectively. 

Finally, in response to another increase in the conforming loan 
limit in late 1997, the FHA floor currently stands at $86,317 and the 
ceiling at $170,362. 

As the chart below indicates, there seems to be no consistent 
correlation between increases in FHA loan limits and increases in FHA's 
share of the total housing market: 


1991 

1992 

1993 

1994 . 


FHA insurance limits 


FHA market 


Year 


share total 


Floor 


67,500 

67,500 

67,500 

77 , 197 2 152 


High-cost 


124, 875 
124, 875 
1 151,825 

362 14.80 


housing 

market 

(percentage) 


16.60 

12.70 

13.20 


1995 


77,197 152,362 11.70 


1996 

1997 


77, 197 
81, 548 


152,362 
3 160,950 


14.80 
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1998 
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